Weekly Energy Update
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In this report, we recap the Department of Energy’s weekly report on oil inventories and related factors. We
include our euro and inventory oil model as well. Although the inventory data will be the primary focus of the
recap, we will add other data when required.

March 18, 2021

Here is an updated crude oil price chart. Prices are consolidating in the low $60s.
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Crude oil inventories rose 2.4 mb which was in line with forecast. There was no change in the
SPR. We did see a recovery in refinery operations but not enough to prevent the rise in
inventories.
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In the details, U.S. crude oil production was unchanged at 10.9 mbpd. Exports fell 0.1 mbpd,
while imports fell 0.3 mbpd. Refining activity rose 7.1%.

Crude Qil Inventory Seasonal
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The above chart shows the annual seasonal pattern for crude oil inventories. Inventories remain
at a seasonal deficit, but the gap is narrowing, mostly due to disruptions surrounding the recent
cold snap. If we were following the normal seasonal pattern, oil inventories would be 13.5 mb
higher.
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Based on our oil inventory/price model, fair value is $40.87; using the euro/price model, fair
value is $66.01. The combined model, a broader analysis of the oil price, generates a fair value
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of $51.98. The divergence continues between the EUR and oil inventory models, widening due
to the distortions caused by the February cold snap.

Refinery operations jumped last week but still remain well below recovery levels and pre-Texas
freeze levels.

REFINERY UTILIZATION
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Market news:

Although it’s a bit wonky, Platts (SPGI, USD, 348.61), the company that creates pricing
benchmarks for energy and other commaodities, was considering making a change to
freight pricing as part of a change to include WTI in its international benchmarks. WTI
was generally not considered an international price because it wasn’t exported until a few
years ago. The industry has pushed back hard on the change, meaning Platts will likely
return to the drawing board to rethink its freight price position.

The IEA issued its forecasts for supply and demand through 2026. Demand will likely
return to previous peaks by early 2023 and reach 104.1 mbpd by 2026. This forecast is
remarkably optimistic, but, if accurate, would suggest that fossil fuels are still viable.
We continue to deal with the fallout from the February cold snap. The latest problem is
that the freeze shut down petrochemical plants in the Lone Star State, which is now
causing a global plastics shortage. Polypropylene and polyvinyl chloride are used in a
variety of products, leading to supply problems in several industries. Rising costs of
inputs are raising inflation concerns across numerous markets.

Geopolitical news:

So far, despite attempts to restart talks with Iran, little progress has been made. We doubt
anything will occur before Iran holds presidential elections in June.

WWW.CONFLUENCEINVESTMENT.COM
3


https://www.wsj.com/articles/crude-oil-price-overhaul-hits-delay-amid-shipping-cost-uproar-11615398804?st=q1bbh5ez9gxyntb&reflink=desktopwebshare_permalink
https://www.youtube.com/watch?v=Jdf5EXo6I68
https://www.wsj.com/articles/one-week-texas-freeze-seen-triggering-monthslong-plastics-shortage-11615973401?st=xhdcmfsv9jgkm05&reflink=desktopwebshare_permalink
https://www.washingtonpost.com/national-security/biden-iran-nuclear-deal-talks/2021/03/14/4b020904-8376-11eb-81db-b02f0398f49a_story.html

Alternative energy/policy news:

e Hydrogen continues to attract interest. The Financial Times is running a series on
hydrogen. The most promising areas are using the fuel for steel production, airplane fuel
(batteries are probably too heavy for planes), and centralized fleets. For cars, batteries
look to be the winner.

e Battery metals are seeing a surge in demand. Essentially, the electrification of
automobiles is a swap of hydrocarbons for metals. This rise in demand is affecting prices
of these metals.

e The supermajor oil companies are trying to adapt to an ESG world. Chevron (CVX,
USD, 107.61) is facing criticism from environmental groups for “greenwashing,” which
is the charge that the company’s environmental announcements are inadequate. A
complaint has been filed with the FTC.

Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative purposes
only and should not be construed as individualized investment advice or a recommendation. Any investment or strategy discussed
may not be suitable for all investors. Investors must make their own decisions based on their specific investment objectives and
financial circumstances. Opinions expressed are current as of the date shown and are subject to change.

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based
upon sources and data believed to be accurate and reliable. Opinions and forward-looking statements expressed are subject to
change. This is not a solicitation or an offer to buy or sell any security.
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https://www.ft.com/content/46d4727c-761d-43ee-8084-ee46edba491a
https://www.ft.com/content/7099d84c-07b8-4970-b826-ac28b4e59841
https://www.ft.com/content/7eac54ee-f1d1-4ebc-9573-b52f87d00240
https://www.ft.com/content/fb1fa29b-7f2b-448b-ba47-05f16eccad97?emailId=604fd1de6a183c000401d494&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320&shareType=nongift
https://www.wsj.com/articles/booming-electric-vehicle-demand-supercharges-lithium-prices-11615391390?st=gq3h5wx5srhdeb8&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/booming-electric-vehicle-demand-supercharges-lithium-prices-11615391390?st=gq3h5wx5srhdeb8&reflink=desktopwebshare_permalink
https://www.bloomberg.com/news/articles/2021-03-16/chevron-greenwashing-targeted-in-complaint-filed-with-u-s-ftc?srnd=premium&utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.bloomberg.com/news/articles/2021-03-16/chevron-greenwashing-targeted-in-complaint-filed-with-u-s-ftc?srnd=premium&utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top

